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- phase of the business cycle. The price lev

BU’SINESS recovery was marked in the second haif of the

- yeqr, following promptly after the recession bottomed out

durinig the second quarter, By the end of the year, the
ical volums of national eutput had regained its previous
peak sod the value In current. dollars was higher. .

“With the second-hall advance im business activity, gtoss
national product for the year 1958 nearly matehed 1657 out-
put in dollars, snd was within 3 percent of it in real tarms.

In the 195758 recession, the sharpest of the three expe-
rianced in the pasé decade, the economy f{%‘s.m displayed
strong resistence to deflationary forces. though weak-
nesses ara still apparent in some markets at yeavend, the
national economy enters 1959 on the rising phese of &
exclical movement.

Dimensions of the recovery .

The upswing in demand duriog the latter part of 1958
P &0 2 fourth quarter annual rate ofpﬂﬁ_pﬁ billion,
This was $26 bLilion above the firat I&ua.rt-ar low,
and $7H billion highar than the prerecession peals reached the
summer before.. . . .

This $7X billion rise wes nssociated with an upward move-
ment, in prices of finsl produets. In resl terms, the overall

aee of produetion about matehed chat maintained dquring the

?ﬂﬁr quarters which preceded the dowmburn of late 1057.

Tha price edvance oceurted meinly during the downward
having shown
relatively little chapge in the sscomd hali-year, virtually
the entire §X percent recovery in the walue of GNP from
the recession low represented gaine in the real volume of
output. (See chart on page 2.} .

Fiscal and monetary setting

FmEal and Eonﬁtm hilnéxtm*sdopplm*atedd to sustain the ﬁmn
o nri e firsi ar oved o menificant Tole in
tﬂymmﬂ:]%f the second half also.

Fiacal developments, as stressed in the SvvEr during the
yeor, helped maintain the current fow of purchasing power
to° consuiners despite the sbmlnﬁ of - earnings which
accompanisd the prodaction drop. is was reflected in the
§290 billion consumer market by a series of quarterly -
creases in purchases—asida from sutos—throughout the

Fear.

Tncome was protected mninlg through an enlarged volume
of. unemploymaent insurance benefitz and other social se-
curily payments. Contributing alse +was the disbursement
of corparate dividsnds at closs to the same rate in the first
half—wrhen pretax esrnings spproximeted 332 billion 4t ans
nual rates—es ab the prerecession peak when profits had

. .Ak’eview 0/?958-

becn bigher by more than 810 billion, The impaet of this
reduction in profits was divided about equally batwaesn gov-
erenent revenues and retained corporete earmings. In the
gﬂhcular. 2conomic E“Eﬁ in which they ocewred, theze
eclinea seam to have littie effect on movernment ox
corporate demand, '
ting these stebilizing elements, disposable itcoms
sta §10 billion short of matching the tage decline
of GNP from peak to trough. In the subsequent recovery,
dividends continued amenﬁnllf' etabla despite the rise m
profits, and transfer payments leveled cut though remaining
8 & substansial fector in sonsumer buying power throughond
the year. Thus, the fow of disposable ineome was stabilized
durﬁlzig the upwerd phase of the cycle alse, with the differ-
eatinl movement sgein amounting to wrovad $10 billion.

Credit policies

_ The second helf of last year alse contrasted wiih the first
in regpect 1o the mopetary nnd credit policies of the Federal
Government, During the business downswing, steps ware
taken to ease the su; of bank and home mortgage credit, .

In the field of bank credib, the mone authovities cut
diseount rates and reserve requirements, and engnged in open
market operations whick ot the effscis of & substantial
flow of abroad. Tnder these circumstances, concern for
liguidity as such never became an important feefor in the
business downturn; the liguidation of inventories and trede
credit that nmurre& was o reflection of the changing demend
picture rather than of financial =tress, and procesded in 2n
orderly fashion which left property volues firm.

To zase bome mortgage credit, restrictions on the eligibility
of losns for government insurance and gosraniees were fa-
laxed, and 21 billion was made availabla for the sapport of
the secondary mortgags market. Both thass s sarved
to renssure landers as to the liquidity of loan portfolies, thus
encouraging new lending. In addition, the easing of eligi-
kility requirements incrensed the number of potantial bor-
rowers; and the purchases mada in the secondary market had
a direct effact in freeing private funds for the acquisition of
new mortgage paper. -

With these verious Federal policies ophemt.ing' to facilitate
the mes of borrowers’ needs, and the finepcial require-
ments of business for investment purposes declining, a
genaral softening of interest rates resulied. Yields on
corporats and government bonds snd short-term obliggtions

rn, and a similar tendency was avident in the terms

moved dmlﬂ,
. of residential rportgags tendinge,

Teoward midyear, evedit conditions etiffened end the )
in interest rates wns sharply revarsed. ﬂﬂun'_ihltt&li-jtﬁ
o

thiz twmaround vas & shilt in market expectations w
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has besn evident also in a rise of stock prices. Important
too was an increase in the demand for funds, associated in
particuiar with Federal Gnaneing sud with the expandad
volume of residential construction.

I:‘:ht.he husiness r:;mve o
in tha divestion of eredit restraint. e previously emsy
msm:‘fﬂﬁiﬁm of the member bankes was alliowed to tighten,
while ndvances in rediscount rates and margin requirements

alled the inereasing eoncern of the monetary authorities
with the problem of inflation. The commitment of Fedaral
funds for tha purchase of home mortgages censed as the Te-
sourees provided by the special authorization ware nsed up.
The effect of these puwrchases and of other Federnl actions
to stimulate residentizl building, howevar, is still a factor
in the current volume of construetion astivity.

Market expansion since mid-1958

In this sciting of stebilizing lorces, ecomomic activity
recovered at b vigorous rate both in the summer sud automn
quorters. O the $28 bilion annual-rete increase in g
nniional product from the fiest quarter low, $22% billion
ﬁcmmTh ed after midgre-ur. liouida

The tapering of inventory liquidation sdded about 6%
billion to the totsl demand for new production in the sacond
half, at annual rates. In part this improvement reflected
completion of planoed adjustments in  inventory-sales
-ratios in various lines. Im it was due to a shift n
the businass putlook Az the strength of the forees sustnining
tha economy hecame clearer,

.. Important amm;ﬁ these forces was the upirend in govern-

ment purchases, The continued advance in State and local
expendisures was reinforced after the firsi quarter by a
sories of moderste increases in Federnl defense outlzys,
which during the peried of business sontrection had besn
down semewhot from the levels of mid-1957. Also con-
tributing to the rise of Federal spending in tha second half
was bhe 5t.n;£-u1:! in farm price support activity.

Gom‘far be in dollar magnitude to the sxpension of finnl
degaand from povernment was the upsarg: in remdectisl con-
struction which accompanied and follewed the easing of
credit. conditions deacribed above.

Al thesa markst developments were reflested in the
growth of consymers’ income from produetion, and, helped
stimulate demand for consumer goods and sarvices, Intotsd,
the growth of such demand aceounted for abont 38 billion of
the second-half riss in the annual rate of GHE,

The ateady uptrend of sonsumer sxpenditures for services
continued in the secong half of the year, as did the sdvance
in purchasing of nondureble . Consumer durables
after baving fallen off considerably in the vecession, showed
gigns of recovering. In ibe dynamic aute eegment, tha
Eat‘giucﬁan incresse roflecied not only some rise in current
demands for new cars but aleo & buildup—dargely seazonal—
in dealer stocks of the 1958 models.

Weakness continued in export markets and in business fixod
investment. Hare declings from 1937 peaks had hean impor-
tant factors in the recession.  Since last spring fixed cepital
oublaye have shown litfle change, snd net axporis lhove
drifted lower.

Nﬁtionai income ar;d corporute profits

The affects of the recovery on the industrinl etruetura of
production are appavent from the shifts since midyear n
the national income. The vpewing in demand dwing the
second half having focused on lines which produce and
distribute commaodities, Hie indastriol incidence of the income
risa wag ]a.r]gel}' in manufacturing, mining, and tra.nsll]}m'tn-
tior., Wholesale and retail trade were also henefited by the
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the Federal Government hos acted

February 1062

improvement in the demnnd for poods, while the industries”
associgted mainly with the reudering of final services. con-
tinwed their provious growth.

By type of ingoms, the pattern of last year's expansion hes
been broadly similar to that experienced in the ramv'etrg phase
in other recent cycles. The major ihereases have bean in-
peyrolls and in profite.  Matehing their relatively sharp drop
when business was declining, profits have shown s comi-
parably rapid sdvanes m the second hald.

-

Current position and prospect

Munrket and income developmenta since mid-1958 have
placed the Nation’s economy in o position which may be
summarized as follows.

Tha cvelical upswing now in progress has cancelad the
declines of late 1057 and early 1958, and has shown consd-
erable vigor. The price level tecentiy has held stable in the
face of the improvement of finel demand, with lmited ad-
vances in prices of industrial goods being offset by reductons
for farm products. - ’

Consumption i= at an elltine high, in volume ns well asin
value, and consumer demand conlinues responsive to hasic

GNP reuched dollor peok af yearsnd ...
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L trends ax well &5 to the expanding flow of income,

utos remain a guestion mark for 1958 es b0 final nsers

of 195% cars have through Jannary been higher than those

recorded a year sarlier, but the oversll strength of demand
for 195% cars is not yek cleer. :

Table 1—Eey Natlopal Incopas and Produey Dara, 1957 and 193¢
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Residential construotion activity, now above the 196
poak in value, will move higher as work procseds on the
nan.r-racoﬂ_l wiuma of new staris reported for recent monthe.
The experience ¢f 19568 has conforsned to that of eaxlier
poatwar ¢yeles in that housing demand onded on & con-
siderable scale to shifts in the avaﬂubﬂit?:f‘mort-ma credit,
Over an axtended Eenud of eourse, this morket depends in
the mein on mare basic factors.

Buziness demand i clearly an expansionary slement in
the mituation as far #s inventories are concermed. In all
previcus postwar experiance, when heavy liguidation has
taperad apd terminated as it did townr&.' the turn of the
¥oar, a swing to aceumnlation has followed. - This obeerved
sequence, of gourse, has occurred sgainst a background of

ansion in fing dermand in Cose. e

usinase ontlays {or fixed investment have not yet shown
much sign of recovering from the slide which ended around
mid-1958. Programs reported late lost yenr for the current
quaﬂ.:r indicated h“}i‘:ﬁ mm&m& "il"t]l: dimensions of the
Tecent upswing in profits and genersl buginess activity me
ba expected to influence 1959 [:ﬁana, which will be ﬁnvg;ad u:g
oyt annual survey in next month’s issue.

Tn the iovqmmant market, the sustained growth of State
and loeal Di;n.ug continues, and may be connted on to play
& positive vole in the demand sitvation for 1959 as consirue-
ticn outlays and employee compensation incresse further.

The outlook for Federal sxpenditures depends upon Con-

ssional action on the Budget for the fiscal year which
ns next July. The President's Budget messsge sent to
Congress last month contemplates little merease bayond the
currant rate in purchases of goods and services or in transfer
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payments. Subsidies, interest payments and grante-in-aid
to the States are bu t¢ rise somewhat from present
lavels. Faderal diEhIII‘EEIﬂA 931'- gti; loan funds under the 191513
Emergency Houring Act and oiher programs is t0 taper off ;
the reduction in total expenditurss proposed ic the udgel
reflacts largely the decline in such disbursements.

Income and Purchasing

The dol]/arﬂuwl of purchasing power {0 consumers estalb-
lished & record in 1958, a erate decline around the ba-
ginning of the year having been more than offsat by advances

since Inst saﬁngf ) . .

Nearl the incomé swing refleetod changes in earn-
ings of isbor and of business proprietors, which ave ¢l
tied to curreat rates of preductive nctivity, Dividends sn
interest were about stable. The counter-cpelical tise in
Gtovernment transfer payments moderated substantially the
impact of the produchion cycle oo consumer p g
power; thase payments ramaned high through mest of the
year, :

Mirroring the course of disposable income, consumer
spending rose 2 percent to 4 racord $290K billion for the year.
The increase from 1967 about matchad thad in prices; the
real volume of consumption was unchanped.

Expenditures for most types of goods dipped with the
contraction of income toward the end of 1957, Services
continued to expand in this period, hewevaer, and nonduruliles
spendmyg resumed ita advence ss 1958 opened. Durable
goods baying remained low through the first half and recov-
ered only partially in the second. :

Among the major consumption items within thess hrosd
categories, the drop in autos was conspicuous; the recession
was bleo apparent in sales of household ishings and
equipment, and in clothing, The course of food purchases

GNP and Disposable Parsonal Income

Maintenance of consymer buying power
and spending. lmited the recession
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was merkedly influenced by price movements. Spendir
th Shough

for moet nther major items contanued itz past grow
- ot & slackened pace.

Buying of durables

A sharp contraction pecurred in the new suto market nt
the opening of last year and snles remained low until the
1959 modaﬁs were miroduced in the fall. For 1955 as a
whele, consumer purchases of antos and parts totaled 314
billion-—neazty a fifth below 1957 and the lowest gince 1954.

ollowing the introduction of the 1959 cers, consumer
expenditures rose. The rise in sales was accompanied by a
continuation of the recent shift towards smofsr and more
econocrnical cars.

Demend jor hopsehold furnitire snd equipment fel} much
less than auto sales. A decline ending around midyear was
reversed i the second half; the total for 1958 approached
those of 1956 and 7957 both dollarwise and in raalp LErTiEE,

Food and services

Among tha nondurables, relatively long-lived items such
aa apparel end semidurable housefumnishings showed marked
conformity to lest year’s shifte in the ol economic
situntion. Ldlce expepditures for household durpbles, out-
laye for these goods recovered witer mid-1988, and reached
totals m line with thoss of the pravious two years.

Food ﬂﬁoending rosa substantially in the first half, as con-
sumers about maintained their real purchases in the face of
price advances. Supply eonditions spem 1o have played an
rmportant role in the course of prices; these conditions eased
in the seeond haif, wand the rise in consumer outlays was
cheeked ns prices turned down.

Plant and Equipment Expenditures'
weare cut shorply

Bdlkion, Dollars

40
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1957 1958 1959 "
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Fehroney . 196
Bpending for -service: coantinued to sdvance throughout
the year. Growth in theze ontlays accompanied a generol
upirend in prices and rates. In addition, a suetalned up-
ward movement in the real volume of servies consumaption
has been associated with the rise in population and number
of housahelds, _ -

-

Personal finance

Parsonal saving slowed a little as income declined during
the recession, buf for the year s & whole was close to the
1956 and 1957 amounts. : oy

The largest sindgla addition to the asset side of the halanee
sheet for individuals wes the purchaze of new dwellings.
Thongh mortzage credit was used more intensively than i
1957, equity in individually owmed housing continuved to
ri

32, .

Expension in installment debt, which has been a substan-
tial offsel to saving in moet of the postwar period, was
negligible last yenr ns aute purchases declined. This shift
occrrred in the face of relativel cradit conditions. -

Individuale edded considerebly to thelr Jigquid asset hold-
ings, most of the increass taking the form of bank deposits
end savings and loan association shares. Savin B
private insurance and pension plans continwed. its sten

growih.

Investment Pemand Mixed

Deve]oiment-a in the general field of investment demand
played & key role in the 195758 business eyda, as in other
such swings in the pasé. The vavious types of investment,
however, moved in vary diverse ways, _

Residential conetruction was sn important source of
economie strength last year. . Its 4% percent advence irom
1957 reflocted an expansicnary tendency in the second Lalf.
Relatively favarabla exadit conditions were an importent
factor in this trend, which is analyzed in detail elsewhers in
this iesme. . :

Plant and equipment expenditures down

Investment ir nonresidential construction and producers’
durnble equipment totaled $41% billion—86 bithon  under

the record 1087 fpurs. Investment to in the
fourth gnarter of 1857, and fell substan further in the
second : half.

early part of 1953 before leveling out in ]
The outhaczk was mnra.serareehﬁm that in the 1953-44

receseion, but not much different from the 194818 drop.
Lost year's slide followed o two-year investment boom.
The intensity and pervasivensss of this baom were such thet
virtuglly every major industry added new. production
capacity st o rate that could not be swupporied by current
demand. With the upirend in such demand flattening as
1857 passed, the need for expansion lessenad. _ :
As in previous cyales, the course of the dedine in invest-
meni has varied widel amongoinduat.riea. Ezpenditures by
railroads were almost halved from 1957 to 1958; and thoee of
manufacturing and mining. concerns were eut about one-
fourth. Public utilities as & group nearly maintained their
1957 investment, a8 did comm, enterprises. (See chart.}

Mamzfacturer&’ cuthucks large

The reduction in maoufsciurers” copital suilays was only
elightly sharper for durables as & proup than for nondurahles.
Among the durable goods industries, cuts were most pro-
noumeed ip primay nonferrous metale and motor vehietes;
erch reduced - oud.isa- by nlmost one-half. {(Sec table)
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q .
| Déeclines ip the machinery industries snd in several groups
Tpmducing'mn_stmuﬁon matarials wera m less gharp.
. Among the nondurables, decresses of around 30 percent
-ocouiTed in the textils, paper, end rubbsr indusiries and in
troloum. The petrolenm companies' cutback was the
m-gwesh for this indystry in the postwar period and the first
-sinee 10493, 0il well drilling bore the brunt of the redastion,
"The improved demand aad inveniory situstion in the lnbter
" part ofqgst year wea o favorable element in the investtaent
cutlook. .
Manufscturers of consumers’ soft goods, n;m;_ciloﬁng o fairly
wall maintained demand for their et 2 the smallest
relative reductions among the nondurgbles,

Investment outside manufocturing

The zailrosd snd minfog industries, having shared the
market erience of manufscturars, reduced their capital
outlzys substantially last year. Tha cut ja reilread equip-

The Swing ia |
MANUFACTURING AND TRADE
INVENTORIES *

Bilken Dolars

- wns comentrated indusirinlly in
- MANUFACTURING

and by fype of holding, in
DURABLE GOODS

—I0 ' |
1957 | 1958
Ghaantaly Chnged, Saciatvolly Scipaded, o Aol a b
I X Pup . of O
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meont purchases was particulorly heavy., Spending by nop-
rail transportadion companiez wus reduced only moderntely,
and larpe programs for jet-zircraft procursment by airlines
are A major feature of the agnipment maricet. :
Only limited fluctuations opcurved in the markets served
by the public utilities sad the commaercial group. These
industries continued their prog;a.ms of expansion to provide
for the growih of damand.  Electrie utilities st a new record
for the year; hvestment by gompanies was scaled down
early in 1958 but reeumead a upward trend by mid-yoar.
Suburban development was » factor iz maintaining frade
firrns’ outlays close to peak rates. '

Inventories contribute to_business swing

Buginess inventories wers reduced 35 billion in 1958 fol-
lowing an sccumulation of 51 billion 8 year earlier, Mens-
urad from tha third-quarter 1957 peak &o the first-quarser
1958 trough, the swing was much lar%gr

Liguidation of stocks bepan in the fourth guartar of 1857,
after & period in which demand for a wide ranga of producia
bad cenzed to expand or had weakensd and government and
private orders and other forward indicators of businzss had
turned unfavorshle. Final demand being relatively well
mainteined, the adjustment of inventory holdings proceeded
rapidly and in orderly fashion in the first and zecond guarters
of 19538. In the second balf of the year the business situation
fired ond impeoved, snd inventory liquidation tapered as
production wes stepped up to service an increasing portion
of sales. The accompanying rise in earnings reinforced the
husinaess recovery. .

Durable gmds inventories

The pattern of inventory adjustment reflected the overall
husiness swing not only in timing but in produst and industry

composition as well Lliqduidat,m:_t centered in _holdiu'fs of
durnble goods and, by mdustry, in menufecturing,. These
charactenstics clesrly {rom the sccompanying chars.

The reduction of Inventories in tha durable goods manv-

Tabde I—Expaosdlivores oo New Plaot and Fopripmesm: by 1135,
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futuﬁn%ipdushriaa {ollowed a downtrend in sales and pew
orders which hed persisted since the tarn of 1056-57. New
arders reached their lowest poing in the opening querter of
1858 and incressed therea}ter, with shipments following
olozaly. The liguidation of stocks, however, continued un-
abated in the secord quarter and did not start to taper off
until the third. )

Principal comtribuiors to the genersl inventory
were the aireraft and motor vehicle proups and the machinary
industries. The decline in activity of thesa important metal]
users led bo reduetions aleo in the sales and stocks of metals
proditeers. By yearend inventory movemnents were leveling
out in ell these industries,

By stage of tabrication, the bulk of tha cutback ocomrad
in purchased maierials and
1858 on, however, thasa stoc
further declines ware mainly in finished goada.

With seles showing mprovement sfter mid-1958, aond

imvenfory holdings tnarkedly reduced, stocl-ssles ratios
inproved. In the last quarter the overall ratip was the
lowest in two .

In sondurable moods manofacturmg, where inventory
changes werp much more maoderate, the principsl declines
were in foods, potrolewn, chemicals, and tobacco. In the
casa of petraiaum products particularly, the cutback m-
vnlved an ndjustment to developments in foreign markets.
Reductions in the nondmhﬁﬁcﬂp cama to a halt i the
final quarter of 1958, with ineregses appesring guits
generally.

Trade inventories were also acoled down last year. Whole-
enlars” stocks of durable poads @ispli;iad a quarterly patiern
sitailar to that of maenufscturing though the tn'_Bﬁreing of
liguidation became ap t somewhat earlier. in-
ripal changes in retall ipventories likewize oo in
durable goods lines. Auto stocks, which had bulged-in
$057, were ¢ut back sherply, with Hquidation resching jts

EMERGENCE OF FEDERAL DEFICIT REFLECTED

#  Imrecso Iy soddd seurlly banefits
Lorgor Governmest purchaes
= « & Reductions in corporate profit tax yield
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peak in the summer; fourth quarter increazes were largely
of o senzonal character. Stocks of other dursbles were
reduced in the opening quarter of 1958, but these declines
wara approximgtely eancelled overail by incrasses stariing
in the epring, . -

Business finance

. The effect of changes in inventory holdings and fired
mvestment on the financied position of buginass mey con-
veniently be summenzed in terms of the axperience of
nor]i:lc;rnhiuns, which »s & group sccount for a high proportion
of the total volume of business, -
With a 36 billion éutback in plant and squipraent spending
&nd the large swing from secwnvletion to hquidston in the
mventory account, corporate demand for iovestment funds
wis i substanti lost year. Tha supply of funds ifrom
cwrrent operations almost matched the 1837 total, the fall in
retained pet income being larpely offset by the growth of
depragiation sliowances, !

n this situation business reversed the trends of 1935-57
by cutting back bhank and security-mocket borrowings, and
by adiing to holdings of cash snd near-cash items, which
bad been drawn down eatlier to help finance investment,

Redustion in debt to bonks was widespread as working
capital neads declined and short-terrs borrowd were
funded. In the security markets, corporate anoing
waz 4 substantial fastor snrly in the year, but new-menay
flotations—Iike plant and e%:.ﬁlpment spending—were down
considarably for 1958 as a whols.

Government Actions

Government buying and other actions played a key role in
laat year's events. e diveet smarket impact of Federal
procurement featured a ewing in defense sﬂﬁdiﬁg, and
especially in contract placements, whick eclined
murkedly pfter mrd-1957 and were stepped up enrly in 1858,
Commaodity Credit Corporation investmment outlays for farm
Eric-a support had 8 susteining offect on income, ns did the

edaral employes pay increass. The uptrend in State and
local outlays, continuing throughout the pariod, was similarly

ansionary.

f eomparable importanee in helping to check tho Jdown-
swing in bpusmess and to lay the foundantions for the subse-
quent resovery wera various cther fiscal and monetary adjust-
mantes by the Ifederal (roverament. Some of these were in
direct response to oyclical developments; others stemmed
fram policies not dicectly related to economic stabilization.

Governmeni buying up

As in othar recent yesrs, purchases 13 the Federal, Stata
and local governments together accounted directly for around
one-fifth of the overall demand forr the MNation's sutput.
These purchascs rose substantiolly during the year.

Stats and local governmenis bought $3% bilion move than
in 1957. This increase wos aboué equally divided between
employee compensation and outleys for construction, swp-
plies and squipment.

Fadera] parchases were up $24 billion with the advance
accelerativg during the year. The risa was due principally
1o developmonts ouiside the area of defense 5 anging The
Commedity Credit Corporation stepped np
sativity as bumper crops of whent were harvested while

riz of faym commodities—partienlarly eobton—slowed.
The Federal employes pay inoresse alse contributed to the
128 M expendititres,
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Defense ovtlays, which had been reduced lnte in 1957, rose
moderately from the spring quarter on, and by yearend were
back to the 1957 rate, Within this group of purchases,
ineressed outlaya by the Defense Department and Aiomie
Energy Commission in 1058 were offset by declines in stock-
piling and foreipn milifary assistance.

Tha chenging «ffects of defense proeursment on genersl
business activity gre not fully spparent from actual puz-
chases. The cul in contract placamenis in the lastter part

Tabl¢ 3—Federal Covernment Recolpts mnd Expenditurcs, 1958-60
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of 1957 had a daml]lmning effact on business prospests, and
their incrense in the first half of 1458 influenced general
busitess conditions in reverse fashion through the favorable
impact on inventory and production plans,

Transfers and toxes

Other fiscal shifts which bad important consequences for
the economy included the rise in transfer payments and the
decline ip taxes. The role of these developments in stabiliz-
ing marlet demand has besn reviewed ecarlier in the dis
cuzsion of parsonal income and its use. :

Transfer payments to individuals were up $4 billion for
the year. The total wns expandimg as 1958 opened, and
rose chorply in the second guarter.  The further incresses
‘:iriera Lirited and by yearend payrments had hegun to taper

This tims pattern reflected chiefly the movements in
nnemployment compensation and in old nod disebility
retirement benefits. The former followed the genernl course
of the cydls; tha latier spurted last spring as self-employed
ﬁmggig recently brought into the programs started receiving

-] .

Tha $3% billion reduction in the 1058 Federal tax yield
reflected almost sntirey the sharp decline in corporate tax
accruals as corporate profits fell Individual income tax
raceipts were off only slightly for the year.

Government financing

These ch in receipts and expenditures pave ¥iss to the
Federal deficit on income and produet account which is
shown in the accompanying chert and whick, in tuen,
affanted the eapital markats,

Changes in the distribution of the public debt and guaran-
teed izsuyes by owner group are summarized in the table

SPRVEY OF CURRENT BUSINESS 7

below. Clearly reflected in the bank ﬁ%u-ea for early 1958
are the easy money policy pursued by the Faderal Reserve
and the reduced credit needs «of private business. The
swing seen in the nonbank total stems lorgely from the
scasonal ligudation of corporate holdings fo pay profits
taxes in tha fvef half. The ssasonal bulge of tax payments
in this peried also explains the concentration of the deficit
finsncing in the second heli. Ower the yetr as a whole, the
H:l;ﬂ'am in bank holdings sbout matched that in the total
abt.

Aside from changes iv fiscal position, the Faderal Govern-
mant influenced the economin picture last year with active
monetary snd credit gohmas -

To eounteract the business downswing, the monetary au-
thorities reduced discount rates and reserve requirements
several times in the early part of the year. Open murket
operations wore conducted on a seale aH:pm':u:_l:mtely off -
set.téiE the monetary effects of the gold ouiflow which reached
& peak during this period. . )

Az the ganeral ecomomic situation improved in the second
half, discount retes were gradually 1sised. The member
banks' free reserves, which had risen duoring the first half
with the essy money ﬂlmy: and the laszened business de-
mand for eredit, wera likewise allowed to fall back townrd
their mid-1957 position. Muargin requirements, lowarad early
Inst year, were raised apain as stock market prices and ac-
tivity inereased, and by yearend stood at 90 percent.

lSte ¢ taken to gase home mortgage cradit are datailed
alsewhars,

Implications of new budget

Detailed expenditure proposnls and estimnies of Federal
reesipts shown in tha President's Budget message ta Con-
gress last month ean be translated into national income end
produet terma. The budget outlook will remain tentotive
pending Congressional action on these proposals, of courss,
and may be wltered thereafler as events unfold. '

Total spending on income snd product aceount 1 budgated
to atabiliza this year aé 4 rata not far above that reashed
at the end of calendar 1958. With receipis estimated to rise
eharply as the business upawing continues, elimination of the
defisit iz implied. '

The npoual race of ontlays for goods end services during
the first holf iz indiented t0 bo around 355 billisa, or & Hitle
more than in ¢he quarter just ended, This estimate allows
for & mited further rise in nationa! defense outlays, with
the total of other purchases holding even o2 Commaodity
Credit Corporation spending for the support of farm prices

ars.
mﬁ‘he subsidy category of Faderal expenditures is abed
to rise in the firse hal?n.nd decline in the second, reflecting
slufte in the {srm aid program and & propesed incresse in
postal rates. Outlays for unemployment compensation

" Shifea in Bank and Nonbank Heldings of United States Seoupities?
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should decline, but the effect on total transfer payments will
be lirgely oifset by the continued expansion of old-age in-
surance and other social secuvity . Granis-in-aid
i0 the States are expected to grow furtbher in calendar 1959,
and intersat costs will also rise somewhat.

. All major sources of Federal revenue are budgeted to in-
creaso on the assumption of rising business activity, Con-
tributions for socjial insurance teflect in addition the
rote incrense and higher mavimum taxable earnings base
whioh became effective in Jauunry.

The accompanyng table summorizes these anticipations
for the fiscal yesrs 1938-60, in terma of the cach and ad-
ministrative udgets as well as on the national ingpme .and

rodust hasiz. The onsh expenditure totals inclnde dis-

nrsements wnder loan programs; ws noted sbove, the
eronoric effects of these programs reached a pesk lute lasi
veor and are currently declining. The other major point of
difference between the cash h?xﬁgut. end that used for GNP
purpozes i3 the recording of corporate profita toxes on o
coltection rather than sccrual basts; during ealendar 1959,
tax collections will fall short of tax zocernals.

Exports decline

Forcign demand affected both the timing and the severity
of the receszion. Kt has not contributed to the subsequent
ECOTEry.

Foreign Trade and Finance

Nat exparts, financed by cash grands and
L. 5. Iwastinents abrood, controdad | . .

30
y .
_‘/
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NW |
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.corporations to their fovei

February 1050 :

The zpurt in exports depicted in the lower panel of the
socompeoying chart contributed to the T.‘llElvmtd haze of
domestic businesa activity in 1956-57. The & which
followed wae ane of the factors instrumental in precipitating
the dewnturn here, and added to its intensity. -

The swing in foreign démend stemmed from cyclieal
movements of huginess activity sbroad, as well a3 the Suez
exisie and other el fnctors, and affected a wide 1 of
Ww infustries sarving the export marlet directly or
Import demand has been sustained dering the recession by
the relativa strength of tha marksts hera for a number of foad
products snd by the growth of demend for certain foreign
manifactures, ineluding autos in particulsr,

The upper panat of the ¢hart shows the movement of net -
exports and the manner in which funds to finance them have
been providsd, T8, Goverrunent cnsh grants have been a
comparaiively stable souree of dollers to our foreuilgu cus-
tolaers In recent vears, amounting fo sbout $1X billion an-
nually. The remaining balance has been covered. by UL.S.
net foreign investment—capital sdvences léy American

affilintes, and U.E. ncquisition
of pro , lems analogous Aows of foreign

capital.! 'y rghts gen

Changes in Structure of Income

The market shifts raviewed above wers reflected in the
}deuct attern of outpus. The demand- for hard
ell snd recovery is still incomplete. In nondur-
ghles, the decline was much milder and has already been
mere than mada pood. Services have held close to 2 basic
growth trend throughout the peried. These developments
carried naetional income above %360 billion—close to the
1957 total—and have lad to morked swings during the year
in the type and industry structurs of the income tows, :

Shifts in income types

Durable goods production s ¥ by corporats business
and the particularly severs curtsilment in -putput of t.hase:
oods was mirrored in the flow of income from corporations.

pensation of rete smployees feli 88X hon, at

annal ral,t&i], from the Ict-hm.i qumterﬁui 1957 o t-hudl:lw
int carly Jast. vear. Corporate ts, swinging wi

ﬁth the 2 t.-t.er{n change ]Pl?r mﬁ ax’pariencgd an E‘F’E:II; .
larger full. Reflecting partly an improvement in durabbe
goods demaad and y racord eales of nondurables, cor-
porate business recovered in the seeond half of 1058.  Mirror-
g the paitern thet had cheracterized the dowpswing, the
inevonse was as usual very sharp in the cose of profits.

Payrolls hava displayed pronounced resiziance to defla-
tionary pressures in ihe postwar period. Wage rates held
even or advanced throughout the recession iods and
amlplayment fell off eubatanti less than djrf production
volmne ¢versll. The efect these tendenciss is aug-
mented by & shift which has occurred in the composition of
the work force, ©Over the postwar period there bean n

cant increase in the proportion of snlaned workers in
the total, and both the tenure and the pay vates of such
workers Dave characteristically been slow to reflect chonges
in business activity.

Seen from the standpoini of profits, these tendencies in
the poyroll strasture maks for difficulties in odjusting costs
te fluctustions in business. The extraordinery growth of
deprocintion sllowsnces and other itews of overhead in

1. A deAnltmnnl o {23 horn mavdt in e babimont of Govemment caah gricts o
mabry. A4 on poagn 12 of the Decateier 100 Jorwer, those grantr e pilw sl
1A Internnil onal tramefers roidves Chdn 6% FOver0Enk Porthoden Eimi atirond.,
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recent years has likewise operated to make profits more sen~
sitive to changes.a velomwe. . -

The swings In corporate payrells and profits were respon-
sibls for tha major shifts in the i distribution of nationat
income during 1858, This distribution alsg showed the
offacts of advanees in earnings from government and from

iculture. The former are meas by the compensation
government employess and the lotter consist primarily of
the net income of farm proprietors. Together, these cor-
porate and rponcorporete developments Ileft profits down
somawhat for last year as a whola,

wirbu unchanged, and proprietors’ net ‘incoime above
19 5‘?.%& mm;-ﬁm contioued o advance.
Upirend in wage rates

Employes compepsation totaled 5254 billion in 1058,
Errnings in Ev&mm&nﬁ were $3 billion highar than the year
before. With the business recovery still imecomplets; total
compansation of - private  employees fell a httle short of
reaching the 1957 total. :

Chiely responsible for the decline in private payrolls was
reduced employment. The avernpe length of the work week
was elso down a little for the yest, showing the recession
inflnarice as well 2s the gonsral postwar trend.

Counterbaloncing much of the combined effect of thess
two factors wos o contiuned rise in average hourly earnings.
Thie ig reflected of o year to year basie in the final colomn
of table 8, which showa average earnings per employes up 2
percemt despite the reduction wn hours. 'IE.E advenee is seen
to have been industrially widesprend, extending to every
major industey g‘l‘ﬂug+ ACTentes, hawever, wera erally
less than those recorded from 1956 vo 1967, The slowdown
would have been more marked but for the spillover effects of
g:}? increases initiated in 1957; for much of last r ke

rgaining positica of labor was sdversely affected by ehe
general uncertainty of the economic outiook. Daespite theze
circumstaaces, veported month-to-month changes in average
kourly earnings duving 1958 wers preponderantly upward.

Employment in private industery sver 44 & million in
1858, sa comparced with 46.6 million the year before. {(See
tables 4 and 5.) A3 usmal in the early siages of aa economic
u&sw‘ ; the pace of reemployment since last spring
fullen short of the expansion in output. The advance m the

Tabie $.—Employment in Selected Indusiries
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latier has reflected & marled increass in industrial efficiend
as the rate of eapacity ntilization moved toward norraal, nn
mfﬁ has been some recovery in average howrs worked per
week.

Profits, taxes and dividends

have bheen

The sharp fucéueations in um:jp:nrnt.a pgTOin .
e dig eArnings

red in th

The aceompsnying chart shows taxes and after-tax profity
to have sharad about equally in the swing of the pretax total.
The recession cut profits after taxes from u $22 bullion anoual
rate in the summer of 1957 to $15% hillion in early 1958,
Profits taxes foll by & like amount. With the sacond half
recovery, mnch of the decline was sancelied in esch sage.

The flow of purehasing power to sonsumers wie seavcely

Employment in Nowogriceltural Establishments
Purtial recovery shne spring
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affected by the movements in net ear:ﬁ:gs, dividends being  up countercyclieally in response to price and production

miiateined oversli, The full impact of the cycle in afier-tax  developments reviewed Elsewﬁm in thig issne. Im manufacs

vrofite fell on wndistributed net income, which fuctusted  turing, most nondurables groups proved as wsusal relatively

widely during the period. As has been noted, the affects of  less sensitive to the awing in gencral business than did the

these changes on the availability of investment funds prob-  durebles.

ably had lLttle influence on the demand for capitel goods Nondureble goods mennfasturee enter importently into

last vear. i the prodaction of durable items, but a Iarpe part. of the total
ere was wide variation in the profits experience of indi-

vidual industries. In gewersl, the pattern of change was in

lina with that found m the industrial origins of national Carpﬁruta Profits

incomae,
Expatienced wide swings

a0

Industrial pattern of produciion

Last vear's nationad income npproached that of 1957
muinly because of the sicong aptread in service-assnsiated
lines. In gensral, industries deperding chisfiy on the finul
demand for ecommodities fell short of their 1957 reecords.

In the group classified as service-connected, the sharpest 40
year-to-year advances were thoze recorded for the communi-
cations and public utidities division and for government.

The flow of enrnings from finence, insurance, and real estate
likewize continued to axpand with the eountry's growth in
wealth and population, as did income from business, profas- &
gionel and other gerviges. Contributing 10 the advance in 3
oll chese cases were higher prices and rates reflecting, with g

E0KTLE » the influence of the general 1955-67 uptrend in
coste. total, this group of service-asspciated industries
genernted around $6 billion more income last year then in
1857, and $14 billion more than in 1956.

Tha Jess favorable character of the sxperience raportad for
lines producing and handling mmmﬂ'ti&a was aspecielly
gvident in durable-poods manufestyring, and in the trens- 10
portation and mining divisions—the lntter depending hanvi
ot the hard gowds producers’ demands for materials and fuel,
snd the former on their freight business. The sppavently
substantin] gaing of these three industries in the final moncis
of the year cannot yet he mensured precisely; from the data

now available, %oweve-r, the value of their total net output 1956 1957 1958 1959

in 1958 may well Lava been off as much as %10 billion meas- : Quartarly Tatoh, Saoviochy Adietta | '

wrad in terms of {actor earnings, o Tk o ot doecl Bt
The 1958 recordt for major industries producing aondurable efinting Fisrmertry valumiio st

goods was a grent deal better. In ngiculture, income moved AL 3. Copertmumt al Commaron, Oice of Busarn Econonler , £0-0-7
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flowes directly 1o final purchasers. The relativae stability of
the latter flow helped maintan activity in pondurable

production-—and mn wholesale and reinil irade as well—last
yenr.

Price Developments

. As noted earlier, the quarter-toquarter advances in the
wvalua of GNF last year stammead from an upewing in
the real volums of output. The final-product price index
has been wery nearly stable aines its 3-year advance tapered
off 1ast spring. ) o

There have bean important shifts in the structure of prices,
Lowewer, both at wholesale and a6 retail. These changes—
some already referred to as contributing to GNF devalop-
mente—may be summarized as foliows.

Consumer price index

Congumer prices on the aw continued to move up in
the first half ol 1858, and then leveled off as dadining food
prices offset small advances elsewhere.
monthly congumer gnﬁe index wzs 2 percent higher than a
yvear eorlier. The food price index was up by s similar
pereontage.

The accompanying table brings ont major chavacteristios
of the 1958 price movements.

Amonyg the nonfood goods nnd sarvicss, prices of zorvices
extended the steady riee thab has chevacterized their move-
ments in oll recent years. Therise during the fivst holf year,
gontaining the trough of the recession, was larger thon éhat
in the June-December period with recovery under way;
thet larger rize is chiefly nscribable to the increass in ea
1858 of public transpovtation rates.

Commodities other than food dipped somewhai in the fivst
half yesr, then rose as business activity expanded in tha
second half yoar, 1o register a smill net incregse for the year
as o whole.  The nondurable nonfoods showed a nominal neb
decline For the year as the sesond-half price riza fell shoxt
of the first half dechine in which lower fuel prices played a
leading part. The importent apparel group price index
dipped in the first bhalf and recovered virtualiy all of the drop
in the last Lalf, : i

Prices of consumer durables wore dominsted by new and
uzed car prices. These followed the characterisiic serzonal
patiern of decline in the first Lialf year as the time for intro-

Tabla §.—Consumer Prices
[Ilerans, 10 v=40m 100]
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ducing new modeis ap ed and of apturn in ths last half
as the new modals replaced the old. Dacember 1958 pricea
of new cara wera & percent above thosa of Decamber 1957,
whila prices of used cars were 9 percent higher. Durables
other than automobiles were unchanged for the Faar,

Wholesale price changes

The ell-commodity wholesale price index showed oven
greater stability in 1958 than did the consumer price index
and for the same reason—n , divergent changes in
agricultural apd oponagricultursl prices offsatting
asch other. The December 19568 index st 1192 (1047-
49 = 100) jslf:la.ﬁ'up 0.6 petrﬁeut. abore the Dnm-ﬂ;g];-er 1957
fipuva, with priess in tha int ing mon moving
fraotionally shove and below that level.

Wholesale Prices

Inday, 1947 49=100
140

PR e 1733 1954 1#37 1258 1259
fotac Based pn ELE spnian
UL 5 of . w Cofficn oF Busk EL LE AT ]

In late winter and early spring, at about tha same time
that business sctivity ond nonsgriculiural prives were &t
their racession low points, prices of sgriculturel produats
reached their highest level since 1952 4s the resuit of smafler
supplies. Sepplies of fruits and vepetables were reduced L
the last winter’s severs weathar in the Southern States, while
animal marketings were lowered emall uction and
inventory building on the {nrms. For major crops where
supplies were ample, as, for example, cobton, Governmant
PrEs SUPPOFEE pre.vent.mf or limited price declines.

During the second holf of the year, layper actunl or
prospactive suﬁfslies exerted inereasing downward pressure,
and agricultural prices in December were 4 percent below
the spring high and fractionslly sbove the year earlier
avernge. ‘The agricultural raw or semimanufactured
materials index in that month stood 8t 802 (1947-49=100),
or somewhat below the December 1957 number whils the
e ]'lcult.uml manufactures index was 107.4 or 2K percent

&Ii
onagricultural prices moved gradually upward from the
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racesaion low touched in the sarly Eﬂo’r ring and closed the year
ot 124.5, & new high fractionally above the December 1057
Jovel. & group, the raw or semimanufactured materinis
raacted more sensitively to demend Hoctuations than did the
manuiactured products.  The sharpest decline and rebound
oceurred in seTap mat : such priess move most freely
of all nonagriculiural materials in vesponse bo ralative supply-
demand , With scrap metals baing eapecially senative.
. The spra betwesn the index of tural raw or
.semimanufactured materinls prices wnd prices of manu-
fastures at tha recession low point was the widest in several
.years- but has narrowed sinee then with the meore rapid
‘Tecovery in raw or semimanufactured materials prices.
Prices of most nonagrieuliural manufactures declined

Febrnery 1005 |

little if any duving the yecession and, Teswing the Upbrend
in the aamynd h.:ﬁ of the ym, atnn-d higher in December °
I958 than thoy were o yoar earlier. Chief azeaptions were
the liguid fuals wherse gasoline and fusl oil ended the’ yaar
lower as prices recaded furcher from the peak occasionad by -
the Suez affair; and the ohemicoals which closed below the
December 1957 Javel largely because of lower quotations for
synthatic fextiles end mized fertilizers. Most durable

- manufackirey ﬂ!mwad Decambm'-to-Demmher prica incredses,

especinlly the'hroad machinery and metive products group;
consumer durables such as household appliances and radios,

. television receivers and phonographs, were the chiof excep-

tions as thess registered slightly Jower-closing prices.
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MDBT production and distribution series hawva conformed
broadly te the curve of %;u;eml businesa in 1958, The main
divergence has been in enetant of the decline and of the
subsaquent resovary. Prograss may be traced through the
pattern of new orders received by manufacturers.

Early in 1958, new orders placed with manufacturers
reached their low and then rghounded with substantial vigar.
For manofacturing g3 a whole, the rize ia incoming businesa
averaged more than 1 ¥ percent a month from March through
Dacember. In durables, where the precading decline had
been sharp, new contracis in December were cna-fourth
hjhar than at the trough 10 months earlier, Expsanded
delense contrach placement initinted the upturn for the group
but gradually un%‘uvmg business conditions augmauteci
civilian ordering. During the sacond half of the year, rising
orders stemm [ﬂd‘%ﬂl}' from constroction and “consumer
durable and nondurabla goods demand.

Within the durable poods manufacturing industries, stesl
and building materizls producers recorded the largest per-
e.anta.%}ndmﬁas in pew orders—the indrenses amnounting to
threa-fifths and two-fifths reepectively. Inmmmg business
in December for transportation equipment and fabriceted
metnl producers was about a fifth higher than 2t the lata
winter low. For eleotrical machivery the corresponding rise
was but a tenth. However, the orders position of this gron
iz ono of the strongest in manuiacturinge as i€ experience

& moderata diminntion in incoming business in the 1957
ine and the 1953 gain wasg from o rather bigh level.

Thea hnlrlaravemant of ahout 15 percent in businesa placed
with nonelectrical machinery manufacturers was extremely
moderate m view of the sharp contraction in orders for this
group from the peak which had been reached as aarly ns the
summer of 1966. The relatively aluuggmh orders situation for
these producers of indusirial and other types of nonelectrical
msgchinery refleets in lavge measure the level expenditures for
prodacers durables,

Diecline in backlogs reversed

The reduation of backloge on manufacturers hooks, wihich
had begun in December 1956, ended about mid-1958. The
sdvanee sines then bas been very moderate ns is charecter-
istic off bhe early stages of & eyclical wpturn. The metals,
alectrical machinery, and buildi materisls industries
aocounted for the rise in backlogs during the second hall.
For electrical machinery the improvement brought end-of-
1958 unfilled orders above year-nge totals. In ali other
duroble: goods industries backlogs were below December
1967—the: difference for the group aa & whole amounting to
$4i hillion..

14

Maonufacturing Production
Pedine and Recovery in 1958
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End of Decamber becklogs of tramsportation eguipment
and nonelectrical machinary companies were & little nnder
the mid-1958 totals. Easing in the velume of placement
of defense orders combined with increasing deliverias on
meturing defense contrscis sccount for this situation in
aireraft snd other transportation equipment companies.

Patterns in I957-58

The pattarns of change in the 195758 cyclical swing in
business may be illustratad by an meinaﬁoy;haf the move-
ments of sales in manufacturing and trade.

Sales of mondurable goods manufacturers as a up
declined only moderately and practically all the un%ohas
been recovered. The delayed pickup in suto seles at retail
and the rather general elow recovery at wholesale were
mainly responsible for the in durable sales in
trade chaonels. In both retal ond wholesale trade, sales
of the nondurable goods establishmonts were down only a
small amount from the 1957 highs and the subzequent

recovery brought new dollar peals.
Cross-currents by industries

In ths avtomobils industry, dermand did not ravivs until
the fingl months of the yvesr, and during muek of 1855 n
gradual reduction in inventories took place. Sales of the
group of industries affected by plant and equipment axpendi-
turez dropped in the first bali and leveled off during the
latter part of the year, ) )

The constriction mdum-_lv] dieplayed & poattern which
differed considersbly from thné of other major industries,
ond wi the industry important subgroups have reflected
diversa movements. Conetruction sctivity in 1958 was
higher than i 1957, slthough in real terms tha total was
shout tho same. Houmng which bad wezkened s early ae
1956 advaneced strongiy last wear to rench a rate well above
thui of the year before. Private nooresidentisl construction
declined in 1058, with the drop centering principally in
industrial construction. Puhblic construction, especially
schools and highways, continned on a rising trend.

Finally, the other importont exception to the dominsunt
aconomic pattern of the past year was agricultura. By a
rather unusual combination of civcumstances a sharp ex-
pangion in farm owtput was aeeompanied by a substantial
rise in farm income. The rise in production waz chiefly in
cﬁa which recerved government piice suppori, whereas
devlines in markefings ocourred in lives whars tha
elasticity of demand is such that more than proportional
Itses in prices ensued under generally sustained consuraer
demend. Other differences wore avident—farm invantories
ware increased while nonfarm stocks were reduced; price
movements were ilso generslly contrasting, with farm prices
sdvancing early in the year snd declining toword the yearend.

Industrial Production

Industrist production advanced steadily heiinnjng n May,
tracing s pattorn of substantial recovery. At tha yesrend,
osutput was one-eighth ahove the April low, less than 3 Eer-
ceat below the February 19457 h;ﬁlll month, acd only slightly
off from the average of 1957. & pattern of recovery was
not a reverse image of the decline, and 8o there were dif-
derences 1a the pesition of particular indusiries in comparison
with those in mid-1957.

Aside from the improvement in basie demand, tha slack-
ened pace of inventory liquidntion temded to bolster output
during the latter lialf of the year.
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For 1958, the decline in industrial production from 1957,
az measured by the Federal Reserve index, amounted to 6
percant, about the sana gear-to-year redoetion as in the two
earlier postwar recessiovs.  Of the major groups, all but lum-
ber, food, and tobacco products regmistered yewr-to-year de-
crepses, The reductions fram 1957 were sharpest in the
durables and particularly in the metals snd metsl fabricating
linee. For the nondurables, output of most industriss was
at 4 new peak in December. In contrast, output of nearly
all of the durable goods end mineral industries a$ the
yoarend was still considerebly below the earlier highs,

Materials outpur lower ' o

Reduced demand and relatively high inventories at the
beginming of the year kept plants praducing raw and semi-
fimshed meteriols operating below available plant ¢apacity
in 1958. An essential part of this picture, however, s that
rasnufactvziog ca?mit.}' has been expanding rapidly in racont
yoars. In 1958, for example, nearly 7 million tons of stael
and close to 4 million tens of pig iron were added to the
Nation's iton and eteel malting ities; about 400,000 tons
of slominogm, 3¢ milllon barrels &f cement, and over 120
million pﬂumis of nengellnlosic fibers were sdded to produc-
tion caimity. Additional capacity for the yroduction of
materials is sehaduled to be completed and in operetion this
Yeur

The produetion petéern in 1058 varied widely with the
more ‘eyelically sensitive durable materials registering the
sharper reductions. Following exceptionally low opevations
in the first 4 montis, yteal production turned wpword and
the recovery moved at & steady pace during the remainder
of the yeor. In mid-Decomber, steel mills were uparubirelﬁ
at 75 percent of rated eapacity, and for the month turn
out 8.7 million tons, more than half again as much as in
April. For the year as o whole, production of steel ingota
and castings agpregated B5.3 million tons, about ore-fourth
below 1957 cutput. -
With demand broadening both for immadints consump-
tion and for replenishing inventories, the e ion of stecl
production continued in the firat 2 months of 1969, Opera-
tions in Jenuary averaped 74 pereent of the enlarged capacity
as of Janu 1, 1859, equivalont to over 9.3 million {ons.
The turnowt last month was at an anneel rake of 112 million
tons, only moderately below the record 1955 volume, In

Table 7. —Industrial Prodoetrion
[Mnder 104 7-4m Hil sessonaly sdiusedd]
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Februmry, {be output zate climbed Lo avound 85 percent of
eapacity. '

. For norderrous metols, supplies in 1938 were slao well
below the previous yeer, ¥eflecing bath production cuthacks
and a somewbat Jower volume of imports. The reductions
in' refinery operstions were reletively modertae for copper
and slopanum-—less than 10 percent—and more proncunced
for lead and zine. In ﬁanera], the low peint in output of
these metals wes 1eached in the swmmer months—soméwhat
later then for steel. In the fourth quarter,
advanced considerably, particularly for copper o
with the industry furning out record quantities.

Refinad eopper moved toward a favorable supply-deminnd
position a& the strong fowrth quarter shipmepnts enabled
producers to cut stocks to 81,000 by the yearend from
131,000 tons at the start of 1958. Tn contrast, producers’
inventories of Jead, zing, and aluminum were still relatively
high in relation to current shipments.

vernment taldngs of nenfexrrous metals for the national
stockpile continued in 1958. Deliveries last year as com-
ared with 1957 were somewhat higher for co?s-ar—lnrgely
cavse of the relatively low prices prevailing duriog most
of the year-—asbout the same for alumunvm, and consider-
ably smaller for lead and zine ms purchase contracts for
ihese two metads terminated in the first half of the year.

Producers’ durables

The extent of the decline and subsequent recovery in
outpuz of producers’ durables in evident from the chart.

roduction
sluminvm

This group of industries ther with primary metals

was particularly affected b inventory adjustment and

the reduced bosiness spending for capital mpms:_lt;i Tha
indus

E857-58 declice in mti?itg' ir tha metal fabricating
B3 8 whole was sharp and s its low point in April was
nearly one-fifth. Tha subsequent risa in output reflacted the
upturns in new order placement for both defense wod civilisn
%da. fAt ﬂt;ha voarend, astivit {i-:}uthji ri.jnldusﬁry was the
ighest for the year, up one-sigh, m il end a recover
of over half the earliee dectine. : ¥

For tha 3'9&1' as a whole, however, activity in the motal
working industries was 12 percent below the record voluma of
the previous yaar. Year-to-year production decrsssss wera
ragistered for most types of prodncers’ dursbles, with
especially Jarge reductions reported for machine tools, soime
types of industrial mmhmerg, power and mining squipment
vil-field and ges drillivg, railrond equipment, and trucks sod
truck irailers, Lesser declines were shown for construction
machinery, scienfific and iodustrial instrements, and air-
conditioning equipment. MNotable departures from the
general downward trend were agricultural rpachinery, elec-
tronin computers and recorders, and other electronic eqiip-
ment for military and ndustrial use.

Both_shipments of and new orders for machine tools
dropped to the lowest dollar amount in nearly a decsde hefore
turning upward in the final quoarier of 1958. Last year's
shipments of maching tools totaled $520 million, less than
half as much as in 1987, New orders for the year werse
$370 millien, or about threefifths of the 1957 and vne-third
of the hiph 1956 volama, :

. Output of nopautomotive transpectation equipment was
in veduced volume through the symmwer montha of 1958 and
recovered portially therea{ter. For the year, activity in
airerafi plants, influenced to & considerable extent by the
shift in emphazis from monoed aitcraft to oossiles and
other rtocketry development worlk, declined moderntely
whils work in shi huiﬁing Erdﬂ was maintained at ap-
proximately the 1957 rate. ight ecar builders cut back
operations sharply, however, in line with the low volume
¢l new order placement though some pickup wag noticeable
in the closing rdonths of the year.
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Decline and recovery in aufos

Asgemblies of autos totaled 5.1 million units—4.2 million

agsenger cars and 372 thousand trucks—mesrly one-third

elow 1957 and tha lowseet since 1947. Paszenger car pro-
duation cutbacks began esrly in the year coinciding with the
drop in demand, apd the curtailment continved into the
third quarter when opecntions are hormally reduced for
model changenyers. ] . :

Production of the 1959 modelz did not raach volune pro-
portions until the final 2 monthe of the year. Descember
assemblies of closa to 600,000 units—ao snnual rate of about
7.2 millicn—were the highesi for the year aud well above
the same month of 1957, . -

A fenture of the domestic passenger car market in 1858
was tha voluma sales of tmported foreign cars. Deliveries to
conguiners totaled around 380,000 wmte, pearly double the
1957 volume, and accounted for row 8 percent of the
total US. carmarket. In contrast, sales of domestically pro-
duced esrs declined nearly one-third. Total imports of cers
and b;ﬂm excesdad 1.3, shipments abroad for the first time
on vacord.

Expansion of household durables

Conguiner expenditures for housebold consumer durable
goodsin 1988 were n:lly fractionally below 1957. Production
reached a low in April and recovered rapidly thereafter with
the rate of operations towards the end of the yaar the
bigheet for any month sinee eardy 1856, All of the major
items shored in the advance. Ouatput of furniture and floor
‘coveriegs snd major npglimcus_ was at a record rate and the
number of radice and television recsivers turned out,
although up from the spring months, was =till conziderably
below previous highs. o

Year-to-yenr chenges in production of individual consumer
durablp goods were mived. In general, inereases predomi-
neied particnlazly for the relatively newer produets; in other
lines the decreases ware modarate avespt for radios and tele-
vision receivers. De?itu the strong fourth quarter outpus
performance, yearend stocks of mmost major household
spplisncas ware well halow those of a year ago.

Records nondurables output

Output of nondurable goods industries, much less affected
by the business contraction, turned upward in April, sur-
passad the nsmrmassiou level as early as J!ﬂ%and &8 6OT-
tinued to sdvance stendily t¢ & new high in Desember when
production was 10 percent wbove the spring low mark, Al
of the msjor groups sherad in the recovery and most regis-
tered rapid and substantial advances, with yearend output
at new or close to emlier highs. New production peaks were

arienced for food and tobacto manufacturss. In most
other soft goods lines outpui in 1958 waa about ea high, or
ondy moderntely below, the record 1957 volume,

Construction Activity

Conskraction has been & stiong elemens in the recent rising
phese of the current business cycle. This results from the
continving upsurge of residential construction with public
construction also contribuiing to the increase. Construc-
tion of new plant and oiber nonrssidential facilities remaine
on # rauch-reduced scala.

After ollowing for the usual eeasonsl movements total
setivity declined until the middle of the second quarter but



Fehroary 1050 _

recovered r:ﬁid]y thereafter. By the closing months of 1948
! the seasenally adjustéd annual rate of axpenditures was
running some. 7 porcent higher than the total for the year
a8 lg,_ whole, and the same relative amount above a yaor

ConsiTuction costs continued to rise; the Department of
Comunerce comprsite indez of costs in 1958 averaged slmost
2 percent higher than in 1857. Last year's t.l:l.mca rigse gon-
trastes with ‘neresses of 4 and & percent in the 2 preceding
years, when overall demand presgore was considerably
greatar. - .

Advance in residemia_l outlays

Last yesr witnessed an extension of the recovery in privata
residential expenditures that started in the second gquarter
of 1957. Outlays for the year as a whole rose nearly 31
billien to about $15 billion, & total exceeded only in 1955,
The rise reflecte -&n, jncrepse in physical volume.
New ponfarm privately financed housing starte totaled more
than 1.1 million, one-eighth more ihen were hagnn in 1957,

Thka course of housing activity through the year provided
an importent stimulus to the recovery mm tﬂtu{a ontput that
began in the late spring. Althoughi builders showed some
bezitation in starting new howses m. ihe first quarter—ap-
parently under the mwfluence of the sharp cutbacks in em-
ployment and output thet were ocourring—the aaa&nna.!lg
adjusted rate of ]invata starts incraased stéadily after Mare
and by yesrend bad an annual refe in excess of 1.4
million. Ezpendituras, after some slackening in- the spring,
roge to & sessonally adjusted annual rate of more than $20
billion in the Iask two months of the yesr.

Last year saw 8 postwar recard in the unmber of multi-
fepmily unite started—a continuation of the rise in this type
of construction thei began in late 1956. Average unit costa
of ene family houses was lower last year, largely because of
40 incraase in the proportion of starts in the South and Wess,
where housea are relatively smaller and less expensive.

Rise in Government-assisted starts

Ag in prior vears, conditione in the money markets exerted
a strong effect of conacydical nabure on units started with
the assistanes of Government-underwritten home morigages,
With demands for investment funds reduced becsusa of the
decline in plant und equipment expenditures and the wide-
spread liquidation in busivess inventories, lenders turnad in-
craasingly to home moritgages as a profitable outlet for
e ot ment, ws bettad ticular by i '
ment was abetted in ¢ @ pHssage
of naw Fadar]il housing Iegiﬂlatiﬂnpql.ll; the spring and :ﬁ
issuatica of new regulations by Feaderal housing agencies.
The se of these sctions was to make’ gevernment-
bagked gme morigares more attractive to fenders (vin
higher mnterest vates and support of ezecondary  mortpage
market operations} and to home purchasers (Ehrough lower
dewnpayment requiresaents). )
As the bottom panel of the aecompanying chart shows,
starts of conventionally financed units—which have typically
been relatively sluggizh—were litile changed from the previcus
year, (n the other hand, there was a efzable advanes in the
government-aided portion, reflecting a very strong upsurge in
starts under FHA programs. The 205,000 unita startod with
FHA heip was the highest sineel950 and represented a 75
parcent increase over 1957, which was the lowest FHA year
1n more than a decadsa. For 1058 as a whole, starts under
the WA propram dropped for thae third yesr in & row to the
Iowest point since the very ewly posiwar peried.
The statutory rise in the VA interest rata from 4} to £}

48410 —Ff—f
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percent and  the FNMA support program, however, did
stimulate lenders’ intereet inm Bagin VA program, and
sppraisal requests for VA homas sho & pronounced im-
}Jm?‘emant- starting in the second quarter of the year,
ollowed by a piclmp in starts in the second half.

ﬂﬂnresidﬂ';ﬁal' construction lower

After rising t0 a new high in 1057 private construction
other thon redidential declined by abmost $1 billion, of
5 percent, in 1958. This was the largest decrosse in this
W;g in the postwar period and the first to occur since

Most of the deeresse contered in industrisl eonstrostion,
which bad been i the forefront of the sapital goods boom
of 1855-87. Seasopally edjoated expenditeres in this group
peaked in the second quarter of 1857 and dealined steadily
through the third quarter of 1958, With the recovery in
the demand for industrial products there was some evidence

of a leveling out in these expenditures in the fingl quarter
of the year bub st » rate more than 45 parcent below the
Previous peak. _ )
Howusing Starts
Thaweomds
TOTAL PRIVATE STARTS
L5006 =
1,000 ;- ’ . =
sun J__illl'iuilliuil|i|ll'lbllilll|_1||i|i||||llfil:1
1956 1957 1958 1959
Monthly Totalt, Sseooenally ddietsd, of Anmul Rates
Thausands .
30
FOVERMMENT
PROGRA NS
a0 — =

n'III_LILIJ'II_I [T T T T N N N N TR N 1

JEMAMI JASOND JFMAMY 1 ASOND
Uradfrsted Menihh Totah

Bata. ALE FHA 8 va

L 5. Depiaienacrit o Commarce, Ofice of Tesinew Ecanamia =3-u



-

S?ending for commereind building was hittle shanged from
1957 and in ai-ﬁpte hag ghown comperative stability sines
1956, Office ing and warehouse construction rose about
5 percent but showed signs of receding teward the latter
part of the yenr., Om the other hand it appeared that the
two-yem decline i siore consiruction had come to & hald,
Although outlays for the year aa a whole were 6 pereant
below those for 1957, seasonally adjusied ‘%pe-ndmg for
gtores rose steadily after the firat quarter. The recovery
hers gy reprecent in part a somewhat defayed renstion
t¢ the improrament in lmusmf gtarta that in 1957,

Construction by publio wtihities in 1958 fell very slightly.
Sizable cutbacks by the reilroads and commimications firmns
more than offset the incrense by elsctric and Eas utilities.
Other noninrm spending—with, o 10 percent gein over 1957—
continged the fairly steady growth that has chaoracterized
Fﬁﬁﬂr ndditions to institntional, service, and recreational

tigs.. :

Record public construction

. Public construction totaled $15 billion lsst year. The
ineraaze of 51 billion over 1957 waz about equal io the rise
thet oecurred in each of the 2 preceding yvears, There was
 large inerease in residential properties, decresses for indus-
trial and mikitary installations, snd smal or moderate
inereases in most other types of eonstruction.

Although the year-to-year advance in public outlays was
of modeat proportions, there wers numerous signs dm‘in%{)thﬂ
¥ear of & stepup in the tempo of such consiruction. -
tract awards in 1958, reflacting new work siarted, rose 20
percent above the previous year. The seasonally adjusted
rate of expenditures, which wes slightly downward m the
first two quarters of the year, recovered in the summer
months and by the final quorter of the year was running 10
percent ahove tha average for the year.

Highway er%endituras, which ecoount for more than one-
third of the public consuction tofal, rose about $0.4 hillicn
in 1058. This wes atiributable primerily to ¢onstruction
under the new Federal Interstate Highway program,and io
a lesger extent to county and urhen coustracéion. The
Statas, however, have cutting haek vary substantially
on toil roads, sad have been m&kmg oplmnﬂ increnses in
outlays under the older Federal-sid highway progrem. It
is thess developments which kave limited the naf incresse in
aggregate highway outlays in the past 2 years 1o compara-
tively modest amounts despite the initistion of the
interstate program in mid-1956. The stepped-up ﬂﬂﬁv‘i%
of the new wim was reflected in the fourth quarter 1958
outlays for all highways, whioh wera 11 percent above the
final quarter of 1857,

FPablic edvcetional faeilities, the serond most importand
category of public construction, continued the steady post-
war growth {0 total $2.8 billion in 1958, The rise over 1957
was not so large a5 in other years of the postwar period.
Spending on sewer and watar gystems alzo showed a smail
ingresse.

Although expenditures for military and industiial {acilities
declined, the Federal Government instituted o speed-up in
conbract svwards in this sven, which was reflected in incregsed
spending later in the yesr.

Expenditures for publiclty financed hovsing intreased by
plmost two-thirds over 1957 to o postwar record; the 67,000
units started in 1958 was sscond only to 1961, The increase
over 1957 was about equally divided between low-rent public
housing and publicly financed units for armed servics
parsonnel.

-ahout agual to
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Agriculture
The Fear 1958 wus one of general expansion in most pheses

of agriculture, ‘with erop production more than-ons-tenth
askove the plateau of other recent years. Cash receipts
from marketings rose to the high range of several years ago,

and nek income of farm operators recorded s significant
sdvance. Enlarged price support by the -Federal Govern-
mﬂtgas ﬁ i?ftor in the neome zldvance. dds. the

g, &re is b 5irong secmiar rise in crop yields, tha
priocipal influence boosti duetion in 1958 wns d
wa&thﬂtha best in = I&Eﬂm e

s With the growing feed
stocks, accumulated in recent years, farmers have also hegun
io expend poulry and livesiock herds, so that a rise in

Livestock numbers—but not yet in marketings—contributad
to_the advsnce in total fazm output. . '

For m;:ifls, the rise in produetion in 10568 waa quite gepernl,
and it followed a damdl:a_ during which there had besn rela-
tively Hetle change in prodostion, Thus crop output in19H57
was only 6 parcent above the 1947-42 nverage, whereas in
1958 ic wae 15 percent higher. With the e prodize-
tion, crop prices sased in the lather part of the yoar doring
the harvest peasom, but the decline only sbout offsst the
stwengthening in the early months of the year, sa that crop
prices sveraged sbout es hish at the end of the year as &t
the bagianing, The chisf impact of the bumpsr crop was
on Governinent expenditure for price sepport. Through
December 31, total price support extended on 1958 crops
totaled $2.7 billion, more than double tha support extended
on the 1957 crop on the coruparable date.  Two-thinds of the
fotel consisted of loens made or wheat snd cotton. Clorn
loans on the record crop were resching volume proportion
at the yearend.

The cotton erop was below averszgs in 1958, but abont 60
percent of it waa placed under loan with the CCC. ~ The high
proporiion going 0 the Governmend reflectad wn increass in
the support price for the 1958 crop together with lower prices
for 1859, The higher 173, support price for 1658 resulted
from the influence of an esrlier reduction in carryover of
U8, cotion on the formula used to determine the level of
price support together with some inerease in pority.

Take §aFarm GGrosa Natiotal Frodost
[P Uene of dollact]

Cionatant 16 dollors
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, E}mqestii ﬂﬂnﬂ-uﬂpt.inﬁle of US, matignﬂﬂin tlh];laid crop year

& Avgust | bas beeh running slightly a of & year
e::glisr, but exporte have declined. Tatel disappedrance of
U.3. cotton_during the current Q:rug ot iz estimauted to be
s 11.5 million bales harvestad in 1958.

Crtside the United States, however, consumption is legping

and production inereased in 1958, resulting in an increase in -

fareizn supplies. .

The Agricultaral Aet of 1958 liberalizes geresge allotments
for 1059 and 1980 for TIS. mttcr&gmdumm who sra willing
to aceept a lower support prics, provides for & raduction

e M A T T U L e e e Sl o S R
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in the domestic sala price of eotton.  In addition, the export
eale price is lowered by an increass in the export subsidy.
W’El::fp]‘oduc’hm In 1958 was nearly 1.5 million bushels,
up 50 percent from other recent years during which mr&-
overs had been gradually reduced to below 1 billion bushels,
Most of the rise in wheat production in 1958 over the pre-
ceding year was in the winter wheat aren, where increases in
acreage and in yield per acre were both substantial, The
new crop saeded in the fall of 1968 to be harvested thiz year
has ahout the same acreage as that harvested last yeax, but
vield prﬁspeﬂts were lesa Iavorable {January 1958) thaa e
anr e4TLeT.
7 The feed grain =ifuation has been in greater disequilibrium
for & longer peried of time than has either the cotton or
wheat market. In contrast with eotion, where supplies had
declined in recent yewrs and prodoction was helow mverage,
and with wheet where the rise in surplus was due to the single

Tahbla 3.—Farm Prodoction
(o470t
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humpar crop In 1958, feed production has been in excess of
gonsumprtion for several yesrs. Moreover, the margin has
inerensad in the past 2 years. In the period 185256, from
£ to 5 percent of produstion was added to carryover esch
year. In 1957 the proportion not vtilized rose to 7 percent
aad for the 1958 crop the estimate is neazly 10 percent. As
in other recent years most of the inereass in enrryover is
expacted to be in CGovernment stecks. The quantity of
fead grains cormed over outside the price suppork progrems
lias been racher stable for the past few years.

A & restrictions on corn }ﬂantnings ended with the 1058
erop. te in the yenr in & reforandum corn producera rati-
fied the provision of the Arvieultural Act of 1958 for a new
¢orn program without controls. Frice sup&orta for all pro-
thicers will be avsilable at 90 percent of the averape price
received by producers for the shree preceding culendar years,
but notb less than 65 t of parity. The national averagze
support price for the 1959 corn crop is estimated gaﬁe
argund $E.12 to $L.15 per bushel &s compared with the
average for the 1958 crop of $1.38 for compliance loans and
$1.06 for noncompliance loans in the commereial corn area.

Favoruble feed-livestock price ratios have bropght an in-
oresgse In feed utilization, and a zise in the numher of live-
stock and poultry on farms was a prominent faature of 1958,
The volatile pouvltry industry showed & considerable ex-
E;mm dunnfg 1958 snd prices dropped sharply during the

tier part of the year. Broiler production for the year
was up. aboud 16 percent from 1957, Egp production was
below a year earlier in the first half of the year, but ross
above the year-ago rate late in the year. A% yoarend epp
prices bad declined and feed prices were up but farmers re-
ported intentions to raise almost as many replacament
chickens in 1859 #s last year, and egg production will con-
tinne hi
. Mention hes already besn made of the expansionary trend
in livestock numbers during 1858. In the early stage of such
expansicn, however, mest animals morketings showed litele
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or no increase. During most of 1958, meat production con-
tinued the decline which had besn a significant feature of
1057 and prices were the highest in & number of years.
Towsard the yesread, ment production showed some -
sion, sside from seasonskt influences, chiefly because of in-
croased merketing weights of animals slaughtered. The
prin:épal increase was in pork as the lerger erop of pigs far-
rowed in the spring moved slowly to market. Farrowi
were up Azain in the fell and intentions to farrow in -
spring of 1959 show a further rise, so that the vpward trend
in pork production which was barely visible ot the end of
1953 is expected to provide a substentisl rise in pork supplies
during the currsnt Tesr,

Fed cottle slaughter also showed some rise in the late
months of 1958 ing up for the light marketings of ronge
cattle a3 producers held back etock in order to expand hm'(?s.
Prospects at yearend were for continued heavy marketings of
fad cottle for » few months and relative];s]rshght markatings
of grass caltles for a considerable period. Because of tha re-
latively long kife cycle for cattle, ne appreciable tncrease in
the number slaughtered is sxpected in 1959 -

Milk production iz 1958 was listle changed from the pre-
ceding vear, and prices received avernged urljfhtl}r lower ye-
flecting reduced support. prices for mannfactured dairy
Emduct.a. This was one of the few areas in which the gnx

stween production snd consumption was nmrewed.
smal]muanht of
purch by CCo
than a year sarlier.

Preliminary estimates of farm pross national produet show
» large increwse in 1958 following & period of & few years of
little change. In constent (19564) dollars the estimate of-
$22.2 hillion is up 7 percent from 1957. The work foree on
farms shows a nearly comparable dacline, so that the output
per farm worker is vp substantially. Durnng the past 3 dec-
ades Farm GNT per worker has risen at an averaga annoal
rate of & percent, appreciably Ligher than in the nonfarm

gector.
Retail Sales

By the enrly fall of 1958, vetail zales had recoversd all of
the moderate decline that oecurred between the peak of the
surnmer of 1357 snd the low reached in February-March
1958. At yearend, sales esiablished & new high.

For the year as a whole, sales of $200 biilion were about
the same a2 1n 1957,  Sinca prices at relail were up on the aver-
age 2 percent, the volume of sales was correspondingly less.

The strangfh of consvaner 'huy‘ll:lﬁ‘wn.a an important factor
in the shortness of the business daecline. Consumer piure
ing' sz pointed out in an earlier section, was a st,&bilizinugl
influence. Consumers were willing to purchase in line wi
their incomes, with the rise in transfer payments counter-
balancing io & cousiderabls degree a lessened willingness to
take on additional consumer debt. This was a characteristic
of the 1957-58 recession a3 it has been in other periods of
declining economic activity. :

As comparad to the pattern in the two previous postwar
eycles, howevar, the bahavior of sales, excepd at vory

se of 1958, wos somewhat less favorable-—a development
traceabls in part ot least to the stock of automobiles
in use now than at theze eatlisr periods. '

products, espeeislly chease, was
oI prica support purposes In 1953

Durable sales recover

The strepgthening of demand occwrred in all lines of ve-
taiting, with the notable axception of the antomotive gronp.
With lower autemobile demand, durable goods store sales
88 & whole remninad well below the previcous yesr's 05
until the last querter of the vear. Then the pickap in anles of
1459 model cors was instruraental in bringing the durebles
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Table 14.—3Sales of Retail Stores by Kinde off Busiress 195558
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for the fowrth quarier of 1958 to o volume closer to the fig-
ure for the co nding quarter in 1957,

New car deliveries in 1958 were & fourth lesz than in 1457,
but other sales in the aummntivigcmp held up much better,
With hirher automobile prices, tivaly smalier reduntions
in sales of used cars, bucks and accessories, snd improved
raceipis from services, the automotive group rocorded & sales
decline of ope-sighth from 1957. In the lourth qusrter of
1958 sales climbed to within 5 percent of the corresponding
guarter of 1057, '

Sglea at furniture and applianes and at Fumber-building-
bardware stores fell off after the third quarter of 1957, As
employment conditions brightensd snd residential construe-
tion activiGy rose substantially, trada in thesa Eﬁ:{ps aleo
showed improvement. y by the yearend, &t lum-
bet, building material and bardware stores had recovered to
preveceszion levels.

Nondurables reach new highs

' Nondursble store sales showed only a minor reaction to
tbe 1957-58 business decline. Sansunagy odjneted asles in

the first quartes of 1058 were only & liktle more then 1 per-
cent off from the third quarier of 1957, Thereafter sales
tended generally

upward.

. Thae trends for gdmdunl lines of rade were influenced
i varvipg degrees by the changing pattern of overall busi-
nees activity, although the smplitude of change way less
thep in durable gopds. Food store sales, which constitute
more then-a thizd of the sales of all nondurable goods
stores, tended to move ﬁanamélg upward during the first
half of the year showing little efiect of the downturn mlﬁa-r
sienped in general business activity. The rige in dollar
volume of food store =msles elackened gomewhat in the
pecond helf of the vear, dareely a result of some lowering of
prices. On = physical voluma basis food store sales moved
generally npward throughout the year. o

At apporel mnd general merchandise sieres and eating and

inking places, snles moved downward ificantly after
the third quarter of 1957 but strengthemed after the low
first quarter. The largest swing during this cyele of activity
was shown for the general merchandise dg;mup reflecting, in
part, the grenter volatility of hard-goods Tines sold at de-
partment and variety stores. New orders placed by depart-
ment stores m the Emnuthsnfthe{lmwmﬁtulﬂ
percent lower than the previoys year but sﬁraﬁﬂmn&d
thereafter; both sales and ordere placement wera well above
yoar-ag0 Bpured in the final months of the year.
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Glusoline servide: station veceipts, after & briel decline in
the fourik auarter of 1957, ross to new highs io 1958, e
mand for motor fue! and pervices at such establishments

de -only in ‘pari on sales of new cars and the volume
}{u steadily incrensed wi

of business with the growth in motor
vehicle registrations.: : CL :

. Beles at drug stores shuwed & somewhab different-pastern.

" The peak of activity was actuslly reached- in October 1957

during the height of the inflwenza spidemic; salea fall off
somewbat frem the October peak at ymmli. Reflecti
in l:va.\'l'F the continued increases in preseviption wolume an.
that of related health aids, drug store salea in the fourth
quarter of 1958 exceeded somewhat the high quarter of 1957.

Chain stores better their positions

Orer the past year chain stores bave tended to improve
their relative position in total salas in those linea where they
acoount for a cignificant portion of the market, Salez of
chaih stores panerally foll relatively less or rose mors than
did those of nonchaive during both the deflationsry sod

sosionary periods in the past Fear. )
ith few exceptions—such as lumber and building mate-
rials—ihe gain in market tration by the chains is a
continuation of the trend in recent years. This has beon
especially true in the grocery, . and furnigare-home
appliance Selds, In the grocery 2 the steady devel
ment of suparmarkets, racstly under chein coptrol, and the
ara 0f smell with large chaing have led to a continuous
risa in the proportion of grocery business done by organi-
gations with 11 or mora retail outlets. From 28 percent of
total seles in 1954, the ratic has risen to 42 percept in the
cwrrent period,

Sales of Retail Stores

% Duroble goods deopped, but ramered
towardls yearsnd '
%% Nondvroble goads held upin recession peried
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O—UR INTEERNATIONAL irade.and investmenta undec-
went xajor changea -]n.st--yar;_r,_wibh foraigr; transactions in
1058 Tasulting in an excess of paymenkz &0 foreipn countries
of about S_E.ﬁgb'i]]iﬂn. In 1957, we had net receipts of about
helf a billion, , - :

The major reason for this chavge was the decling in
merchandise te from 3193 billicn to 5162 billion.
After reaching thiz annual rate in the first querter of 1958,
exporte held steady for the remainder of the year. Trane-
actions involving payments abroad, including merchandise
imnporte and capital cetfiows, chan%ad relatively Kttla from
1957 nnd thus, in the agpregate at lesst, did not reflect the
fAuctuations in domestic business activity which took place
during the year. ) )

The change t0 an excess of paymenie in our infernational
transactions was not a new development. Eather, it rege—
sented a return to the balence wa had experienced with o
short interruption since 1950. The excess of payments,
however, was more than twice the average during yeurs
1950-66 and almost as o 88 in 1950 when internationsl
business was under the influence of such extracrdinsry
events, as the devalustions of tha major Europeas currencies
durirg the seromd half of 1949 and the outhreak of Korean
hostilities in mid-1950,

Nature and size of net payments

About $2.2 billion of the nat payments of $3.3 billion in
1955 was made in gold. The gold oniflow was considersbi
larger than in 1950, and, in fact, was the highest on reco:
for o single Tear,

Dwing the years 1952-56 which, except for the last
months were relatively free of internationsl developments
creating major disturbances in our foreign transactions, the
excess of our foreign paymente averaged about $1.4 billion
per year. Together with purchases of pewly mined gold,
thess net payments anablad foreign countries 83 4 whols to
raige their gold snd lquid doller resources by an amount
sufficient to facilitate the growth in international trads
which teok place during that period. ]

The #azcess of paymants at that time and of that magnitade
was, therefore, banefimal to the werld economy and indivectly
to the United States, o

The rise in our exporie of goods and services by about
%3.6 billion &:mr year betweon that parind and 1958 was more
than needed to match the $3.3 billion rise in our imports
but not enough to balance also the additional doller out-
flow thronph other transastions, particularly privete in-
vestments and credits. | . .

Te some extent the rize in net payments in our foreign
transactions from the 1952-56 was due to_circum-
sbances which are likely to be of relatively short dwration,
but more basis developments may also have besn tesponsibla,

Exports lowered by slower business abroad

The fact that Tnited States exportain 1958 did not achieve
o batter balanca with the current doliar outflow was in part
due to a temporary ceasation in the sxpansion of European
economies, and the development of excess capacities abroad

in basic industries sush as coal mining, steal prodection,
gntf t:;:ptton textiles which effected a large segment of Uni :
exports, .

The easier supply conditions in Europe which enhanced
the competitive position of European industry, and reduced
European im; from other raw material producing areas
may, indirestly, have affested United States exports to these

-arens as well,

Also importaot were the recessions in Canada and Japan
which reduced our experts to thess countries mnside!;ﬁig
more than the curteilment of our imporés from them wi
fower bosiness activity here, i i

Just as i the Tnited Stakes, the slowdown in business
ﬁﬁﬁtﬁ ahqroadﬂ—yor tﬁ.;; lg.nst- indtl%e rata ufal BCONOmMic grovwih—

ected primar amand for ca goads. many
countries consumer demand was wall maintainad or oeon-
tinved to rise. In Canada, the dumand for consnmer dur-
ables followed & paitern similer to thaé as in the United
States, but the were less wide than here. In Europe,
the rising ouiput of consumer durables, particularly zuto-
mokiles, wns one of the major factors conéributing to
aconomic sitabilicy.

While American iudum?' was adversely affecied by the
world-wide decling in the demand for copitel goods, and the
Eomg competition in this field from other countries, it

id not gemerally hepefit from the expanding markets for
consumer goods ahroad. In part this may be attributed to
foraign reetrictions on importa of consumer goods imposed
in mhetl;lym when the usa of dallar axch%a for imporks
of copitel goods or important row materials, or for the
bild-up of reserves, had higher priority.

_Another temporary factor was the dectine in incomes on
direct foreign investments ine 1958 which wers about $200
million lower than in tha previous yesr although the valua
of fut\eig&inve_stmmta_ﬁm which tha income was derived
way  substantislly bhigher, The decline reflected the
wenkening of - markeis for petrolenm, metals, and other
industrial materials. (The effecis of the recent tax inpreass
in Vemeznala are not pat reflected in these figures) As
business conditions here and abroasd improve receipts from
that source should be expected to Iise aguin.

Food imports add to dollar outflow

Other factors which may be copsidered temporary con-
tributed to the rise in net paymenta by raising omr imports.
Among thess were the declinee in the domeastie oultput of
certain foodsufls, including meat, fish, sugar, and certain
vogetables. During the firet 10 montha of 1958 the increass
in such imports over tha corresponding peried of 1987 wea
ghout 260 million and thus offset fo some extent the decling
in those imports which are more sensitive to chanpes in
domeatic production. However, a large part of the faod
imporis eame from countries which spent their current
dollar enrnings rather than inetense their reserves. The
additional expenditures in these countries probably kept -
United States exports higher than they would have besn
i their absencs, and to thet axtent did not contribute to
the imbalance in our overall foreign tronsmetions,

21



22

Shifts in capital duiflow

The ouiflow of private capital was about $2.7 billion in
1958, sbout $500 willion less then in 1957 but nearly twica
£s lngh sz the av s during 1962-56. In econformance
with the c]:a::ﬁa in the demand for capital funds during
1958 botk in the TUnited States and abroad consisting of a

“decline in private industrisl investments sand an increase
"in public borrowing, direct forelgn Investmenta in 1958 were

conedérably smaller than in 1957 while other capital out-

" flows through new security jssnes, bank loans, ate. incressad.

The share of direct investments 1n. the total cepital cuiflow
wab alao considerably less than during the 1052-56 period.
This change may have been another factor contributing to

z rise 1 Dot payments in owr infernotional exchange,
becanze direct investments ure rally moere closely asso-
i:lnt-ad with exports than portfolic investments and bank
oans.

Other factors raising net payments

It weuld be diffienlt to meszyre tha axtent to which these
and. other relatively temporary faciors, associated main
with transient phases of the business Gj’élﬂ abread, and wi
various factors affecting domestic food production, were
responsible for the § ingrease in tha imbalance of our
foreign wansactions. though they were—mno doybt—im-
porignt, more basic davelopments during the last year may
aleo have contributad to it. )

The postwar ndvance in indostrial production abroad in
terme of quantity and variation of output ae well as in
technical standards of the fipal products and the methods
of production has reduced the numbar of produsis in which
the Tinited States was the only or major producer. Also
imporéant was the adaptation by foreign producers of their
products, marketing, and esrvicing tachnigues to markate
outside of their own eonntry inclmg the United States.
~ In combination with lower labor costs this resulted in
intensifiad sompatition with United States production, both
it our foreign and e domesiic markets. en, 45 was the
case lest w,.i;:ipp]}r conditions abroed cased and delivary
periods tened, technological adyances and pries difer-
enceg increased in importance in determining the flow of
international trade and paymente. To seme exbtent this
stronger compatition of forelpr producers is mei by United

States business by trensferring production for foreign markets
to foreign en #8 OF oompahiea associated , through
licensing or similar agreements.

Corrective forces

- The h.rf £X0L38 ui&mymanta in our internationsl trangsc-
tions which daveloped in 1058 as & result of thess and other

factors, alse creates countervailing forces, which—if per-
miited to exert themeelvea—would tend to bring interns-
tional trenssetions into bettar balanece,

The rise in foraign gold and dollsr aszsets provides Hia

basiz for o rﬂaumgtiun of economic expansion abroad apd, in

faet, in moat of the industrialiy advanced countries business
activity during the last monthg of 1958 had again an upward
slant. The markets for many intarmtinnﬁy traded rew
materinle have strengthened, and continuation of thie trend
ghould be reflested m higher purcheses by the producing
cointries. This should stimulate our exports to thess
COUNLTIeS.
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Exports to the indwstrial countries of Europe, which in
recent years supplied to & large axtent the marginal demands
of that aren, axe still adversely affected by surplus stocks
and lproductmn capacity in the coal and steel induetries, and
by low ;Emdun't.inu of cotton textiles. A resumption of
exports of these products which were most aff by the
decline betwesn 1967 and 1058 may not be expecied until
business achivity in Europe has raached much highar lavals,

The zise in foreign resarves in past years, howaver, has
materislly eontributed to the relaxation of foreign restrictions-
of imporis from the dollar ares, imposéd after the war to
conserve searce doller exchange for essential purcheses or to
build up ethausted reserves. The large rise in foreign
reserves in 1958 made possible s further relaxation of import -
Testriciion by the Unifed Kingdom announced at the Mont-
xoal conference last fall, the establishment, at tha end of the
year, of officisl convertibility of all major European curren-
thes for nenvesidents, and the termination of the European
Poymenis Union with iis wmp’ulanﬁ cradit provisions
resulting in preferential treatment treds among ‘ite
menbers.

. Thess and various other measures will reduce diseximina-
tion against Imports {rom the Tnited States both by Eure-
pean and other countries. Further steps in this tion
shounld be possible, howaver, particularly with respect fo
consumer goods, as foreipn dollar reserves continue to risé
and diserimination against expenditures in the United States
loga their economic justification.

At the s2ame time, tha excess of United States paymenis
has al=o repermussions on United Statez business which may
strengthen - corrective forces at home, Tha rise in interest
rates which oceurred here in recent weeks is likely to reduce
the cutfow of Wan capital, and induce foreign countriss to
keep liquid fands here. competition from abrond
may stimulate innowvations -in our iadustry sod ‘thus
strengthen ite competitive position abroad as well a5 in
domestic markets. o -

Although some of these forces may take time to become
effastiva, the balance of payments problem is comparatively
moderate. @ increase in foraign dollar holdings is prob-
ably still desirable to facilitats & normal rise in international

e and the adjustments in our international transnotions
hava to reduce net payments only to that point,

Table 1L=The Balunce of nternational Paymeats 1%51=56, 1957
and 1058
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